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KEY ECONOMIC INDICATORS: ITALY 10/ /197 


All values in million U.S. $ Exchange rates used (lire per dollar): 
unless otherwise indicated 581.50 for current 1973 values 
650 for current 1974 and 1975 values 
625 for constant (1970) values 


Cumila- % 
Item & date of most recent data shown 1973 1974 tive change 
1975 1 


INCOME, PRODUCTION, EMPLOYMENT 
GDP at Current Prices 138,982 149,888 
GDP at Constant (1970) Prices(1st half 1975) 103,213 106,696 50,934 
Per Capita GDP, Current Prices $ 2,531 $ 2,706 
Plant, Eqpt. & Transportation Invest. at 
constant (1970) pr. (1st half 1975) 9,061 9,797 4254 
Indices: (monthly averages) 
Industrial Production (1970-100)(7/75) 114.4 119.5 110.7 
Avg. Labor Productivity(1970=100)(1st half 1975) 112.5 113.8 108.4 
Avg. Industrial Wage (1966=100)(8/75) 212.3 255.0 320.5 
National Income at Current Prices 114,906 121,100 
Employment ('000) (7/75) 2/ 18,500 18,898 18,955 
Avg. Unemployment Rate, as % lab.for.(7/75) 3.5% 2.% 3. 
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MONEY AND PRICES 
Primary Liquidity (5/75) 92,954 92,000 85,414 
Public Dept Outstanding 36,079 45,011 
Domestic (4/75) 33,553 4h 700 46,720 
External 2,526 2,390 
External Debt Service Ratio 1.4% 0.&% 
Interest Rate (Central Bank) (9/15/75) 6.5% 8.0% 6.0% 
Indices: (monthly averages) 
Consumer Price (1970=100) (8/75) 122.8 168.3 
Wholesale Price (1970=100) (8/75) 125.9 


BALANCE OF PAYMENTS AND TRADE 
Net Reserves (Official aay te plus net 

foreign position of Banks) (7/75) 
Balance of Payments (7/75) - 
Balance of Trade (7/75) - 5, 
Exports, FOB (7/75) 22 
U.S. Share 1 
Imports, CIF (7/75) 27,900. 
U.S. Share 2° 309.7 


Main Imports from U.S. (Jan. - June 1975) Machinery and Equipment 25,021 M.T., $ 363.5; 
Feeds and Grains 1,000,898 M.T., $287.4; Oil Seeds and Cakes 615,473 M.T., $168.7; Chemicals 
118,855 M.T., $164. 53 Coal 2,316,076 M. t., $ 140.0; Aircraft and Parts 505 a i 75.9 
Papermuiln, Paper, Paperboard. and manufactures 108 5654 M.T., $ 50.4; Leaf Tobacco 11, 288° M. ee 
os .8; Copper and Copper Alloys 14,804 M.T., $ 19.7; Iron and Steel Products 7, 698° M.T. 

16.9. 
1/ Percent change full year 1974 over full year 1973; where 1975 data are indicated, 


comparison is with comparable 1974 period or 1974 average in case of indices. 


Percent changes are calculated on the basis of original lire amounts, except for "Net 
Reserves", whose original data are in dollars. 
2/ Averages based on quarterly surveys. 


SOURCES : ISTAT, Italian Central Institute of Statistics, Bank of Italy, Ministry of the 
Treasury» ISCO (Istituto Nazionale per lo Studio della Congiuntura). 
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Summary 


A slowdown in economic activity which began in the fourth quarter of 
1974 continued in the first half of 1975, contributing to Italy's 
most severe recession in the post World War II period. 


The imposition of tight fiscal and monetary controls during 1974, the 
effects of which continued into early 1975, did help to slow inflation 
and redress a very serious balance of payments situation. However, 
the easing of monetary controls early this year was not sufficient to 
prevent a severe reduction in output and income. Through September 
industrial production had fallen by more than 12%, imports had 
declined by 11.5% and by July the unemployment picture was somewhat 
worse than a year earlier. Gross domestic product in real terms will 
be 3.5 to 4.5% less in 1975 than in 1974. 


In August government initiatives to stimulate the economy took the 
form of an anti-recessionary expenditure package of $6.1 billion. This 
is to be supplemented by a medium-range package of perhaps $10-11 
billion aimed primarily at Southern development. assistance to the 
construction and transportation industries, restructuring of the 
industrial sector, and development of energy resources. Economic 
recovery is expected to begin towards the end of 1975 and continue in 
1976. Real growth in 1976 should be at a rate of 1 to 3%. However, 
the employment situation may continue to worsen, and the trade deficit 
may increase as inventory stocks are rebuilt after 1975's rundown. 
Although Italian imports had dropped by 11% in 1974 compared with 1973, 
the U.S. share rose from 7.6% in 1974 to 9.2% in the first seven months 
of 1975, due primarily to greater imports of grain and machinery. The 
recession has caused a small number of American companies to retrench, 
but there is some incoming investment, primarily in capital-intensive 
industries. Among good sales prospects for U.S. exports to Italy are 
advanced machine tools, telecommunications equipment, and construction 
equipment and supplies. 
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Current Economic Situation and Trends 
Short-Term Outlook 


The downturn in Italian economic activity which began in the fourth 
quarter of 1974 in the wake of governmental tightening of monetary 

and fiscal controls continued through the first six months of 1975. 
Some relaxation of monetary controls at the beginning of 1975 was 
inadequate in preventing Italy from following the rest of the 
industrialized world into an economic recession more severe than 

any since the end of World War II. However, the balance of payment 
situation was dramatically improved in the first half of 1975 over the 
same period in 1974. The short-term outlook is for a slow revival of 
economic activity beginning toward the end of 1975 and slowly gaining 
strength in 1976, a relatively moderate degree of price inflation, a 
slight increase in unemployment but a greater increase in underemploy- 
ment, and small deficits in the 1975 and 1976 overall balance of pay- 
ments. Although recent business surveys do not show a full return of 
confidence, the heavy pessimism shown earlier in the year seems to 
have moderated. 


Gross Domestic Product fell by 6.1% in the first half of 1975 in real 
terms over the same period of 1974. Performance for the full year is 
expected to be within the range of minus 3.5 to minus 4.5%, thus 
anticipating a slight recovery in economic activity during the second 
half. The tight monetary and fiscal controls imposed in 1974 to slow 


the sharp rate of inflation and redress a severe balance of payments 
Situation acted as a sharp brake on economic momentum. The Italian 
government, which early this year forecast a 2.5% decline in GDP, 

has revised that anticipated decline to 3.5%, while other recent fore- 
casts suggest a decline of as much as 4.5%. Domestic demand in 1975 will 
be sharply down, with a particular weakness in capital investment. 


Fiscal and monetary controls imposed in 1974 to correct the balance of 
payments situation and fight inflation have been re-tuned in 1975 to 
combat the recession. An “anti-recession" package, decreed in August 
by the Council of Ministers and subsequently ratified by Parliament, 
will inject approximately $6.1 billion into the economy in 1976 and 
subsequent years. The package will assist primarily (a) the construction 
industry, especially low-income housing and hospital construction, 

(b) the transportation industry, through acceleration of already con- 
tracted highway works, (c) airports and ports, public transportation, 
including subways, and (d) development of the South, through increases 
in Cassa per il Mezzogiorno endowment loan funds. The anti-recession 
package endeavors to provide stimulus through immediate injection of: 
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tunds into projects already begun where there was large underutilized 
production capacity and thus avoid expansionary projects which could 
lead to a revival of the inflationary spiral. 


On the monetary side, discount rates were twice lowered, trom 8 to 7% 
in May and from 7 to 6% in September, and the banks’ prime lending 
rates have fallen from a high ot 18 1/4% in March to 12% in Uctober. 
Other short-term interest rates have fallen gradually throughout the 
first half of 1975. As the economy begins to pick up, however, 
interest rates may gradually begin to rise. Global domestic credit 
expansion remained largely within the government targets in the tirst 
half of 1975. However, the ratio ot public to private credit demand 
shifted with private credit demand falling while public credit demand 
increased. Thus in the first seven months of 1975 creait to finance 
the cash budget deticit increased by about 23% over the same period 
in the previous year, apparently due more to increased spending than 
to any reduction in revemesas a result of the recession. 


Industrial production in italy in 19/5 has been sharply below that for 
the same period ot 1974, registering a minus 12.4% through the third 
quarter. Textiles, paper and paper products, wood and furniture, 
petroleum products, and printing and publishing have been hit the 
hardest. The average level of industrial production for the year is 
expected to be 10 to 11% below 1974. 


The rate of inflation in Italy in 1974 was one of the highest among 


industrialized countries. While the rate in 1975 is stiil high, the 
rate of increase has declined; e.g., the cost of living in January 1975 
was 25.1% higher than in January 1974 but only 12.7% higher in September 
1975 than September 1974. The cost of living index for 1975 is ex- 
pected to show an average increase of about 17% over 1974 compared with 
19/4's average increase of 19.4%. The increased cost of labor and of 
imported raw materials have contributed the most to the rise in prices. 


Contrary to what might have been expected, the first three quarterly 
employment surveys in 1975 (through July) showed that the Italian labor 
force, as well as employment, had grown somewhat over 1974. Employment 
increased an average of 115,700, up .6% from 1974, while the size of 
the labor force increased by 210,000, up 1% from the same period in 
1974. On the other hand, the average number of unemployed rose to 

3.3% of the labor force, while underemployment (averaging less than 33 
hours per week) rose to 2.4%. Thus, through the third quarterly survey 
ot 1975 the average combined under and unemployed amounted to 5.7% of 
the labor force, compared to 4.3% for the same period in 1974. Under- 
employment and unemployment are expected to average aimost 6% for the 
year, and to continue to increase slightly in 1976. 
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Wage settlements concluded in 1974 and the cost-of-living sliding 
scale wage-adjustment mechanism have resulted in nominal wage 
increases of 26% for industrial workers in September 1975 compared 
with September 1974, or 13% in real terms (i.e., deflated by the 
corresponding rise in the cost of living). The results of the re- 
negotiation of wage contracts in several important sectors in the 
fourth quarter of 1975 will have a significant impact on the strength 
and timing of Italy's economic recovery. 


Italy's foreign trade balance has continued to show improvement through 
August of 1975. The Italian government will more than succeed in its 
goal of eliminating the non-oil deficit in 1975. The overall trade 
balance (imports c.i.f.) went into surplus in July and August, the 
latest available data. The shift in the trade account is largely the 
result of a sharp drop in the volume of imports and of an improvement 
in Italy's terms of trade. Although Italy's exports in volume terms 
have not grown so far in 1975, they have still been a source of rela- 
tive strength, since overall world trade has been contracting and most 
other sources of domestic demand have been even weaker. In value terms, 
exports increased by 17.0% through August of 1975, whereas imports 
decreased by 11.5%. The stringent efforts made by the Italian govern- 
ment to improve Italy's overall balance of payments situation have 
resulted in a reduced cumulative deficit through July of $968 million 
(which includes repayments of nearly $1 billion of Euromarket loans) 
compared to a $4,242 million deficit for the same period in 1974. 


The strengthening of the dollar against European currencies beginning 
in late June 1975 signalled a more advanced state of economic recovery 
in the United States than its major trading partners. The lira, after 
strengthening in the first half of 1975, weakened considerably against 
the currencies of its major trading partners in Europe as well as the 
dollar. While the strengthening of the dollar has resulted in a 
general loss of competitiveness of U.S. exports in European markets, 
the potential loss in Italian markets has been somewhat offset by the 


appreciation of the currencies of the U.S.' main competitors against the 
lira. 


Long-Term Outlook 


In the first half of the year economic policy in Italy was still mainly 
aimed at redressing a serious balance of payments deficit and at 
controlling inflation. In the second half economic policy has been 
increasingly directed toward stimulating a depressed economy, without 

at the same time spurring inflation and reversing the recent improvement 
in the balance of payments. Increased attention is being given in 

Italy to the need for a "new model" of economic development which would 
give higher priority to productive and social investment than to private 
consumption. Attention has also been increasingly drawn to the need 
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to restructure Italy's industrial system by (a) moderating the 
increase in labor costs, (b) favoring greater mobility of labor, 
(c) promoting the development of industries less dependent upon 
imported materials, and (d) supporting programs which would reduce 
Italy's dependence on foreign energy sources. The government is 
now preparing a medium-term economic plan as a follow-on to the 
anti-recession package. The program is still the early stages of 
preparation, but is expected to eventually funnel approximately 
$10-11 billion into the several priority areas of development-- 
especially construction, transportation, energy, Southern develop- 
ment and industrial reconstruction. 


Implicatiors for the United States 


Imports from the United States - Increased Market Share 


The rapid growth of U.S. imports into Italy dvring 1974 has slowed 
down as anti-inflationary measures have taken hold. United States 
imports have been up, however, by 10% from 1974 (seven months) to 
1975 (seven months) in contrast with the fall in imports over-all 
(-11%) and consequently have captured a 9.2% share of the Italian 
market in the first half of 1975. This is a significant improvement 
over the 7.6% market share in 1974. For the first seven months of 
1975 U.S. imports were valued at nearly $2 billion versus a total 

of $3.1 billion for all of 1974. The strength in U.S. exports to 
Italy has been in machinery and equipment and in feed and grains. 


The performance of machinery exports is particularly encouraging since 
machinery is the mainstay of U.S. exports to Italy and faces strong 
third-country competition. The increase in such exports bodes well 
for the competitiveness of U.S. manufacturers since it comes at a time 
of generally weak demand for capital goods. Italian manufacturers 
have adopted a wait-and-see attitude in the face of economic uncer- 
tainties and recent political gains by the left in local elections. 


The strength in U.S. machinery exports suggests that higher Italian labor 
costs are playing a large part in inducing Italian manufacturers to 
update their industrial plant. Indeed, the absolute necessity for 

higher worker productivity has been preached by Italian industrial 
leaders with particular urgency since the dizzy rise in oil prices 

began. The fact that US imports have done well against their European 
competition is indicative of a willingness to pay more for higher 
technology which has become relatively less expensive as labor costs 
have risen. 
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U.S. Investment in Italy - Recession Struck 


The recession and resultant retrenchment have given a tew U.S. investors 
in Italy a rocky time over the past year. In some cases U.S. home offices 
have announced the closing of unprofitable production facilities in Italy 
and in other cases have sought to increase profitability by paring work 
forces. These decisions have been greeted with dismay and anger by the 
labor unions which traditionally protect job security tenaciously. Some 
U.S. plants have been occupied by the workers, causing problems all 
around. The picture is not all bleak, however; the number of U.S. 
companies which are cutting investment commitments in Italy is small 
compared with U.S. companies maintaining their profit and sales position. 
What appears to be happening is a shake-out of plants which are finding 
Italy less profitable as a result of increased unit labor costs. Incoming 
investment tends to be in capital-intensive industry such as chemicals 

and pharmaceuticals. 


U.S. Sales Prospects 


Prospects for advanced machine tools are promising in the medium term. 
Sales are considered likely to boom in 1976 as they did in 1974, when 
retooling followed an earlier period of slow growth. Labor saving ma- 
chine tools will lead in sales. Numerically controlled machine tools; 
automatic lathes; gear cutting machine tools; and sharpening, lapping, 
polishing and grinding machine tools should do particularly well, accord- 
ing to trade sources. 


Telecommunications is beginning to be applied to many new fields in Italy 
and the medium term outlook is considerably brighter than the slow growth 
of the past two years would indicate. U.S. exporters will not find 

ready markets in the common run of telecommunications equipment. But 
they should do well in specific areas and in specialized applications of 
recent telecommunications technology, particularly in air traffic control 
equipment, cable television, satellite communications equipment, medical 
applications, process control systems, and microwave relay systems. 


Although the Italian industry is at present in bad shape, the 1976 out- 
look for construction equipment and supplies is optimistic. This is true 
because of $3 billion in public money recently announced for construction. 
Furthermore Italian design and engineering firms are aggressive and 
capable bidders for third world construction projects. Italian companies 


received $1.3 billion in construction contract awards in 1974 (compared 
to $315 million in 1972). This trend should continue. 
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